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Forward-Looking Statements

In additional to historical information, this Annual Report on Form 10-K contains forward-looking
statements. The forward-looking statements are made in reliance upon safe harbor provision of the
Private Securities Litigation Reform Act of 1995. The forward-looking statements are subject to certain
risks and uncertainties that could cause actual results to differ materially form those reflected in the
forward looking statements. Factors that might cause such a difference include, but are not limited to,
those discussed in the section entitled “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Factors That May Affect Our Future Results or the Market Price of Our
Stock”. Readers are cautioned not to place undue reliance on these forward-looking statements, which
reflect management’s opinions only as of the date hereof. The Company undertakes no obligation to
revise or publicly release the results of any revision to these forward-looking statements. Readers
should carefully review the risk factors described in the Annual Report on Form 10-K and in other
documents the Company files from time to time with the Securities and Exchange Commission.

Part I
Item 1. Business
General

We are a provider of enterprise software solutions targeting specific service industries. In the
markets we serve, we offer comprehensive financial management, human resources, services
automation, procurement, distribution and merchandising solutions designed to manage, analyze and
improve our customers’ businesses. Our software solutions automate and integrate critical business
processes, facilitating collaboration among customers, partners, suppliers and employees. We also
provide professional services that optimize and support the selection, implementation and execution of
a customer’s e-business technology and solutions infrastructure.

Founded in 1975, we currently have over 2,000 customers, primarily in the healthcare, professional
services, public sector, financial services and retail markets. We generate revenue through license fees
and separate fees for professional services, including consulting, training and implementation services,
as well as ongoing customer support and maintenance. We market and sell our software and services
solutions primarily through a direct sales force, augmented by a combination of channel partners and
resellers. '

Lawson Software is a Delaware corporation. In February 2001, we were reincorporated through a
merger with our predecessor, Lawson Associates, Inc., a Minnesota corporation, which was
incorporated in 1975. Our principal executive office is located at 380 Saint Peter Street, St. Paul,
Minnesota 55102-1302. Our telephone number at that address is (651) 767-7000. We maintain a website
at www.lawson.com. Our website, and the information contained therein, is not a part of this
Form 10-K.

Our Solution

We provide collaborative, industry-tailored enterprise software solutions that fundamentally
improve the business processes of our customers. The open architecture of our solutions offers our
customers the choice of directly deploying a pre-configured solution or quickly and easily customizing
our product offerings to conform to their unique business processes. The benefits of our solutions
include:

Comprehensive Software Suite. Our software provides integrated, comprehensive solutions that
automate business processes, enable collaboration among participants in the processes and deliver
detailed analyses of the results of the processes. For example, our services automation solution enables
appropriate staff to gain visibility into critical information on service projects. Managers can easily
identify and assign the appropriate personnel to projects based on skills and availability. Personnel can




enter their associated time and expenses for a project into our services automation solution, which
processes these entries to automatically update our financial management solution for client billing,
revenue recognition and project accounting; our payroll solution to update time records; our accounts
payable solution to reimburse any employee expenses; and our enterprise performance management
solution to deliver financial, project and resource performance reports to appropriate managers.

Industry-Tailored Solutions. 'We use our expertise in targeted service industries to provide
pre-configured functionality that addresses the specific business needs of these industries, thereby
increasing the utility of the overall solution. For example, our e-Procurement for Healthcare solution
allows healthcare organizations to coordinate and automate the process of ordering, receiving and
paying for medical and other supplies from multiple suppliers, networks and web exchanges, using a
single web-based portal.

Flexible, Open Web-Based Archirecture. Our software is flexible, enabling easy deployment into a
customer’s system with pre-configured industry solutions, or it can be efficiently customized to conform
to the customer’s business processes using our adaptable extensions. Our open architecture allows our
software to run on most leading hardware and operating system platforms and to operate with the
leading relational database management systems. This allows our customers to choose the most
appropriate platforms independently from selecting our solutions. Furthermore, our solutions can
integrate with legacy systems through standard interfaces and integration protocols. Because our
solutions do not require software to reside on the desktop computer and are accessed directly through
a standard web-browser or a wireless device, we believe that our software can be readily deployed
without extensive training. Our software is also highly scalable, enabling deployment in large, global
enterprises as well as in small- and medium-sized businesses.

Rapid and Cost-Effective Implementation. QOur industry focus and flexible product design enables
fast and easy enterprise deployment. We believe our knowledge of our target services industries allows
our industry-focused services teams to implement our software with an in-depth understanding of the
business needs of the customer, thereby reducing time, effort and expense.

Products
Our software solutions are comprised of:
* services automation;
* core business applications;
* enterprise performance management;
» knowledge and collaboration; and
* enterprise portal.

Our services automation solution automates the business processes of professional services
organizations and corporate internal and external service departments. This application is a complete
solution and can work independent of any other system or in conjunction with our core business
applications to add reporting and analysis, invoicing and capitalization capabilities. We developed this
application for corporate internal service departments, external services departments and professional
services organizations.

Our core business applications provide the platform and functionality for handling financial
management, human resources, procurement, distribution and merchandising functions. These
applications include several components in each functional area, which we license separately or bundle
together as suites designed for our targeted vertical markets.



Our pre-configured knowledge and collaboration tools help customers improve their business
processes through simplified presentation, navigation and access to information; automation of complex
business processes; and intelligent routing of work and tasks to appropriate personnel.

Our product offerings include enterprise performance management applications that track over 200
pre-configured business metrics, including industry-specific metrics that enable users to view and
analyze key operational performance measurements and use graphical, end-user interfaces to navigate
through relevant information stored in our customer’s transactional system.

Enterprise Portal enables a wide distribution of information to users based on their role in an
organization, while controlling access to data. Our pre-configured enterprise portal is combined with
the appropriate Lawson core business applications as well as third-party applications and data to
provide a comprehensive solution for the industries we target. Enterprise Portal allows the user to
participate in automated, industry-specific business processes with limited training.

Services Automation

The services automation application automates the work processes of service organizations,
enabling them to initiate, deliver and measure projects, and track and monitor professional resources,
schedules, expenses and invoices. Our services automation application is comprised of several principal
components, including the following: forecasting and planning, scheduling and assignment, skills and
resource allocation, and time and expense reporting. We tailor this application to corporate internal
services departments, as well as professional services organizations and the other service industries on
which we focus.

» Services Automation enables corporate internal services departments within organizations to
manage projects, as well as provide pre-configured work request types. This application offers
additional tools to track services requests and define approval processes and allows for
incorporation of best practices and facilitation of project accounting and internal billing.

» Services Automation for Professional Services enables professional services organizations, such as
consulting, firms, to manage each phase of its projects, including tracking contact information,
professional resources and opportunities, and managing billing and invoices.

Core Business Applications

We offer the following core business applications: financials, human resources, procurement,
distribution, and merchandising. Our applications enable organizations to execute standard business
processes in each of the following areas, as well as provide feature functionality specific to the
industries we target. The following pages list the primary components within each core business
application: : '

Financials. The financials applications give our customers the ability to create and track financial
and accounting data across multiple companies, languages, currencies and books of accounts. These
applications provide extensive analytical capabilities and integrate our customers’ financial management
processes with other core business applications. The financials applications are comprised of several
principal components, including the following:

* General Ledger provides an organizational and accounting framework for processing transactions
in Lawson and third-party applications, manages an enterprise’s financial data and enables

> compliance with regulatory reporting requirements and standards. Multi-Book Ledger assists
organizations in complying with the requirements for different accounting rules for multiple
regulatory agencies, multi-national accounting rules and divergent accounting policies. Average
Daily Balance assists financial services organizations in the forecasting of available funds.




Project and Activity Accounting collects financial and non-financial information about specific
jobs, tasks, processes and projects, performs activity billing, manages revenue recognition and
enables operational analysis.

Enterprise Budgeting manages enterprise-wide budgeting, planning and approval processes. We
offer this component through our relationship with Hyperion Solutions.

Enterprise Consolidations accumulates information from diverse financial systems across an
enterprise to provide immediate access to information and analytical functions.

Asset Management is a fully integrated asset acquisition, retention, optimization and collaboration
management solution. Lease Management expands the core Asset Management system with an
integrated solution for managing capital and operating leases.

Accounts Payable helps businesses manage cash, match invoices with purchase orders and
integrate high volumes of invoices, purchase orders and receipt data. The Accounts Payable
application is integrated with our procurement applications.

Accounts Receivable provides flexible cash application and credit management and business rules-
based processing.

Encumbrance Accounting provides a rules-based budget allocation solution, enabling an
organization to evaluate real-time budget information prior to making spending decisions.

Cash and Treasury Management automates the corporate treasury function. We offer this
component through our relationship with XRT.

Financial Reporting Self Service delivers a comprehensive suite of financial reports securely over
the web and enables on-line charting and analysis of data in the financials engine to support
timely and informed decision-making.

Human Resources. The human resources applications assist in attracting, developing and managing
employees. These applications are integrated with our financials applications to automatically update
the financial reporting functions for changes in employment and payroll. The human resources
applications are comprised of several principal components, including the following:

Benefits Administration automates day-to-day maintenance of standard and flexible employee
benefit plans, as well as eligibility and enrollment processes.

Payroll provides accurate, efficient and secure payroll processing. This application handles
time-sensitive information, such as time entry, check or receipt printing, and regulatory filings.

Absence Management tracks paid time off and accruals and monitors employee attendance
on-line.

Personnel Administration tracks workforce data including current employees, open positions and
job history, education and other employee information; administers employee training,
orientation and re-certification programs; and manages the health and safety of an organization’s
employees, for compliance with health and safety policies.

Pay-r0-Bill streamlines the process of creating fees for the services an organization provides,
calculating payrolls and invoicing clients for these services.

Human Resources Analytics provides analytical tools to examine human resources information
on-line, including the ability to benchmark an organization’s key human resources metrics
against organizations both within and outside of their industry.

Employee and Manager Self Service allows employees to maintain personal information using our
web-based self-service forms and provides managers with applications for accessing information
about their direct reports, thereby reducing human resources administrative tasks.
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e-Recruiting provides web-based recruitment management services that improve relationships,
information and speed throughout the hiring process and provides organizations with automated
sourcing, profiling, matching, tracking and hiring.

Procurement. The procurement applications automate the operational and administrative
procurement process, promote adherence to purchasing policies, assist businesses in negotiating optimal
pricing for supplies, lower materials and services costs and improve inventory practices. These
applications are comprised of several principal components, including the following:

Requisitions helps a business manage its purchasing function more effectively by allowing
pre-authorized users to monitor and replenish supplies and streamline processes to reduce
procuremernt costs.

Payables Management helps businesses manage cash, match invoices with purchase orders and
integrate high volumes of invoices, purchase orders and receipt data.

Purchase Order manages the replenishment process, purchase order creation and transmission
processes with third-party vendors.

Inventory Control manages inventory, automatically updating records for purchases, transfers
from other categories, returns and other allocations. Customers can use wireless hand-held
devices for data collection.

Requisitions Self-Service manages internal requests for items such as maintenance, repairs,
equipment and supplies as well as allows users to enter receipts directly into the system.

Vendor Self-Service allows suppliers to electronically receive information on the status of their
invoices.
e-Procurement provides purchasing management services with automated requisitioning, approval,

receiving, reconciliation, invoice payment and posting to a user’s general ledger, while
integrating with web-based exchanges, suppliers and manufacturers.

Distribution. The distribution applications provide sell-side order management, warehouse
fulfillment, customer invoicing and accounts receivable in an integrated solution. The distribution
applications are comprised of several principal components, including the following:

Order Entry automates the customer order process from receipt to invoice. Customers may
submit orders via many different sources, including e-commerce websites.

Work Order manages the fulfillment of orders that require assembly, providing scheduling, order
component and cost adjustment capabilities.

Warehouse provides timely and accurate execution of a wide variety of storage, distribution and
tracking functions, including, for example, processing orders, backorders and requisitions,
allocating inventory, processing pick lists and kits and packing operations.

Sales Analysis provides comprehensive vendor and supplier analysis coupled with past purchase
analysis and key performance indicators that allow a customer to manage profitability and
quickly react to changing competitive climates,

Billing provides flexibility, real-time bill presentment, automated invoice creation and pricing
management.

Franchise Management is an integrated franchisor-to-franchisee solution that manages contracts,
loans and royalties for the franchisees.

Customer Self Service allows customers to place orders, review invoices, make address changes,
analyze previous item histories and review their order-payment status.




Lawson Merchandising. The Lawson Merchandising applications automate merchandising
functions, including demand planning, promotions, pricing, supply chain management and category
management. The principal components of the merchandising applications include the following:

* Category Management and Merchandising assists retailers in the management, definition, planning,
pricing and reviewing of product categories.

* Replenishment assists retailers with the creation and automation of purchase orders, management
of costs associated with orders, forecasting of product needs, and identification of favorable
purchasing opportunities.

* Distribution helps retailers to automate and simplify complex delivery schedules, store orders,
inventory, and warehouse management.

Knowledge and Collaboration

Qur pre-built knowledge and collaboration tools help customers improve their business processes
through simplified presentation, navigation and access to information; automation of complex business
processes; and intelligent routing of work and tasks to appropriate personnel. Knowledge and
collaboration products include:

* Resource Management allows users to store, select, retrieve and customize information about
employees, managers, vendors and business partners.

» Integration and Collaboration Extensions help businesses communicate with customers, partners
and suppliers outside their organization and integrate with their back-office applications.

» Security Management Extensions, including our specialized security tools, as well as interfaces to
industry standard security technologies, protect against unauthorized user access.

» Support Extensions are project management tools for product implementation, as well as tools for
integrating voice, video and data communications to provide interactive functionality, including
application sharing, which enables greater collaboration during our service and support for
customers.

« System Management Extensions integrate our products with industry-leading system management
tools to enable our customers to better manage their computer and network resources.

* Internet Technologies Extensions optimize load balancing, increase scalable transaction processing,
improve transaction management, messaging and queuing, and provide an Internet operating
system, thereby enhancing the operation of our solutions in a pure Internet environment.

* Data Management Extensions are tools that enable users to utilize industry-leading data
management products, which improve the speed and flexibility with which customers can access
data.

Enterprise Performance Management

We offer a suite of role-based, pre-built reporting options and analytical tools to report, analyze
and examine key metrics from both Lawson and non-Lawson sources. Key products in Enterprise
Performance Management include:

* Enterprise Reporting allows our customers to customize and create interactive reports featuring
data from Lawson and non-Lawson applications in one complete, visually appealing report
formatted for the Internet.



* Scorecard uses on-line analytical processing to provide comprehensive analytical vertical and
business process performance measurements, and customized tools for company-wide balanced
scorecard initiatives, allowing collaboration among employees.

* Analytic Architect features pre-defined dimensions to create subject-specific data marts from
relevant financial, transactional and operational data from employees, customers, internal
processes and financial systems, eliminating the cost and time to define and program custom
data marts.

» Workforce Analytics manages human capital and measures human resources initiatives, and allows
businesses to analyze organizational effectiveness, compensation, benefits, separations and
staffing, with the ability to import external benchmarking data for side-by-side comparisons of
similar businesses. ‘

» Strategic Ledger captures data that would not typically be maintained in an organization’s general
ledger to measure profitability and business performance in a detailed and multi-dimensional
way:

Enterprise Portal

Enterprise Portal enables a wide distribution of information to users based on their role in an
organization, while controlling access to data. Our pre-configured enterprise portal is combined with
the appropriate Lawson core business applications, as well as third-party applications and data to
provide a comprehensive solution for the industries we target. Enterprise Portal allows the user to
participate in automated, industry-specific business processes with limited training. Key products in
Enterprise Portal include:

* Pontal consolidates and integrates data from disparate sources, and provides a single place for
users to access the information and work with the applications they need to do their jobs. The
web-based Portal can be configured to simply provide access to Lawson applications, as well as
access to non-Lawson applications and other content sources. In addition, the Portal can be
configured with corporate standards and deployed to all users in an organization, as well as
allowing individual users to further personalize the Portal with their specific data and work
activities.

* Development Environments Extensions enable the customization of our applications, including
repositioning data, changing the look and feel of forms, combining data, incorporating other
data, as well as integrating third-party software with our applications to allow the IT staff and
users to customize content for the Portal and other mobile devices.

Technology Partners

We have relationships with software companies that allow us to expand and complement our
product offerings. For example, our relationships with Hyperion Solutions Corporation (Hyperion) and
Microsoft Corporation enhance our analytics offerings. Our contractual relationship with Hyperion
allows us to incorporate its on-line analytical processing technology into our financial suite of products.

Other strategic relationships also allow us to expand our product functionality through the offering
of services that are not our core competency, such as BSI TaxFactory for state and local tax data.

Services

We offer comprehensive professional services, including consulting, training and implementation
services, as well as ongoing customer support and maintenance, which support our enterprise software
solutions. Generally, we charge our customers for professional services on a fee-for-service basis, with
training services billed based on attendance. Customer support and maintenance typically is charged for




as a percentage of license fees and can be renewed annually at the election of our customers based on
available support offerings. Our in-house professional services organization also educates third-party
system integrators in the use of our products to assist them in providing services to our customers.
Given our current base of over 2,000 customers, our services organization is a large and important part
of our overall business. As of June 30, 2002, our services organization consisted of 805 employees.

Professional Services. Our professional services are integral to our ability to provide customers
with successful enterprise solutions. Our industry-experienced employees work with customers to design
and execute an implementation plan based on their business processes. Our professional services
organization is aligned with our targeted vertical markets in order to best support our customers’ needs.
We also provide our customers with education and training. Our training services include providing
user documentation and training at our corporate offices in St. Paul, Minnesota and in each of our
regional offices, and web-based training and computer-based training that our customers can access
from their own offices.

Customer Support and Maintenance. We provide our customers with product updates, new
releases, new versions and corrections as part of our support fees. We offer help desk support through
our global support center, which provides technical and product error reporting and resolution support.
Clients can access our global support center by various methods, including the ability to manage their
support issues on-line by enabling electronic submission of support issues to our global support center,
with all communication regarding the support issue being managed electronically. We enable customers
to monitor the progress of their requests for assistance, and offer a wide variety of up-to-date Lawson-
specific product knowledge, including release planning, application descriptions, publications and
training course dates, with intuitive search capabilities on our company-wide intranet, a portion of
which is accessible by our partners and customers.

Technology and Product Architecture

Our product architecture is designed to support today’s rapidly changing technology standards by
providing the following attributes:

* Layered Architecture. Allows us to adopt new technologies more readily by modifying individual
components of our solutions, as well as to develop industry-specific solutions, without having to
redesign other components of our product architecture.

* Web-Based and XML-Accessible. Facilitates open, scalable and secure electronic communication
and collaboration among customers, suppliers, partners and employees.

* Flexible. Allows customers to deploy a pre-configured solution or customize our product
offerings to conform to their business processes.

* Open. Allows our customers to operate on a number of operating systems (such as Unix, NT
and AS/400), database systems (such as DB2, Informix, Microsoft SQL Server, Oracle and
Sybase) and hardware platforms (such as Hewlett Packard, IBM, Sun Microsystems and
Windows/Intel).

* Device-Independent. Allows customers to access our applications through various end-user
devices, including personal computers, wircless devices and personal digital assistants.

Our products are built upon proprietary, as well as industry-standard components. Over time, as
industry standards evolve, we will be required to re-design our products to incorporate new industry
standards.



Our technology architecture is composed of the following:

o Web Services. The Web Services component includes Lawson Portal and Internet Object Services,
which are key components for deploying Lawson applications via the Internet. Our Portal
provides a single point of navigation through which users can access information from disparate
sources, including Lawson core business applications, third-party applications, internet sites and
other miscellaneous data sources. Furthermore, businesses can customize our pre-configured user
interfaces by using extensions to tailor solutions to meet their specific requirements. Internet
Object Services provides the connection between Lawson and the Internet, and manages the
communication between Lawson’s browser-based interfaces and Lawson applications and
databases. Internet Object Services delivers user requests to our applications and responds with
results to users. '

* Application Server. Our application server components include the business logic applications,
active object repository, database layer and environment. Our proprietary business logic
applications contain the server-based logic components of our software solutions. The active
object repository is a proprietary library of objects that contain data attributes that define the
interrelationship between the application logic and the data. For example, the active object
repository would contain the attributes about an employee record in the human resources
application. The employee attributes are loaded into memory for use as the human resources
application runs, thereby enhancing speed, accuracy and efficiency. In addition, the active object

_ repository enables any authorized user to look through and around transaction data by using our
Drill Around feature, based on the user’s needs and analysis criteria. Drill Around is not
dependent on a pre-defined path, but rather is driven by the unique transaction and the
attributes that the user is investigating, regardless of the application. The database layer
maximizes data management performance, and exists independently from all other components,
allowing our customers flexibility in configuring their system. Our environment maximizes the
database system’s performance, reliability and availability while providing secured access across
our solutions. The environment enables the proprietary software in the business logic
applications to function in multiple operating system platforms.

Trademarks

Drill Around®, Lawson®, Self-Evident Applications® and SEA® are registered trademarks of ours.
We also have applied for registration of our Lawson and Design™, lawson.insight™ and LawsonTone™
trademarks. Other trademarks and trade names appearing in this document are the property of their
respective holders.

Sales and Marketing

We market and sell our software and services solutions through a combination of a direct sales
force, channel partners and resellers.

Our direct sales force and services organization is aligned with our strategy to provide industry-
tailored solutions, and focuses on the unique business processes for each of our targeted services
industries. Within each services industry, we have a sales team dedicated to prospective customers, and
another team dedicated to sales to existing customers. We also have regional sales teams that focus on
specific geographic territories. Our domestic sales offices are located in Atlanta, Boston, Chicago,
Columbus, Dallas, Denver, Los Angeles, Minneapolis, New York, Philadelphia, San Francisco, Seattle
and Washington, D.C. We also have international sales offices in Canada, France, the Netherlands and
the United Kingdom and sell our solutions through affiliates in other international locations.

In addition to our direct sales teams, we enter into strategic alliances with systems integrators and
resellers to benefit from our partners’ resources, expertise and customer base. Through our alliances,




we believe we are able to expand our market presence through increased awareness of our enterprise
software solutions within their organizations and customer base and through their personnel who are
trained to implement our software solutions. Our channel partners and resellers market and promote
our software products and typically provide implementation services to their end users. Channel
partners generate sales leads, make initial customer contacts and assess needs prior to our introduction.
In addition, some of our channel partners engage in customer support and localization of our products.
We also engage in joint marketing programs, presentation of seminars, attendance at trade shows and
the hosting of conferences with many of our business partners.

We also use application service providers to distribute our products. ASPs allow us to reach
small-to medium-sized businesses that prefer a hosted solution. Our software’s architecture is easily
distributed over the Internet and is highly scalable to serve many customers and supports multi-tenancy,
which lets ASPs securely host multiple customers on a single set of our applications.

Research and Development

Since inception, we have made substantial investments in research and software product
development. We believe that timely development of new software products, enhancements to existing
software products and the acquisition of rights to sell or incorporate complementary technologies and
products into our software product offerings are essential to maintain our competitive position in the
market. The enterprise software market is characterized by rapid technological change, frequent
introductions of new products, changes in customer demands and rapidly evolving industry standards.

Our total research and development expenses were $66.9 million, $52.6 million and $44.8 million
in fiscal 2002, 2001 and 2000, respectively. As of June 30, 2002, our research and development
organization consisted of 434 employees.

Competition

-The markets for our products and services are intensely competitive and we expect substantial
additional competition from established and emerging software companies. We believe that the
principal competitive factors affecting our market include:

» product features, functionality, performance and price;
* knowledge of a customer’s industry;

* case of integration and speed of implementation;

* level of customer service;

» sales and marketing efforts;

* new product and technology introductions; and

* company resources and reputation.

We believe we have competitive advantages over a number of our competitors. Some of these
advantages include the breadth and completeness of our software solutions, our focus on each of our
targeted industries, the depth of our product functionality for each of our targeted industries, the
openness and flexibility of our software’s architecture, the industry knowledge and expertise of the
members of our sales, marketing and services organizations and our long operating and product
development history.

Many of our competitors may have an advantage over us due to their larger customer bases,
greater name recognition, operating and product development history, greater international presence
and substantially greater financial, technical and marketing resources. These competitors include, for

10



example, well-established companies such as Oracle Corporation, PeopleSoft Inc. and SAP AG. We also
compete with numerous other software companies including Internet software vendors, single-industry
software vendors and those companies that offer a specific solution that directly competes with a
portion of our comprehensive product offering.

Intellectual Property and Product Liability

We regard certain aspects of our internal operations, software and documentation as proprietary,
and rely on a combination of contract, copyright, trademark and trade secret laws and other measures,
including confidentiality agreements, to protect our proprietary information. Existing copyright laws
afford only limited protection. We believe that, because of the rapid pace of technological change in
the computer software industry, trade secret and copyright protection is less significant than factors
such as the knowledge, ability and experience of our employees, frequent software product
enhancements and the timeliness and quality of support services. We cannot guarantee that these
protections will be adequate or that our competitors will not independently develop technologies that
are substantially equivalent or superior to our technology. In addition, when we license our products to
customers, we provide source code for most of our products. We also permit customers to possibly
obtain access to our other source code through a source code escrow arrangement. This access to our
source code may increase the likelihood of misappropriation or other misuse of our intellectual
property. In addition, the laws of certain countries in which our software products are or may be
licensed do not protect our software products and intellectual property rights to the same extent as the
laws of the United States.

Software companies have increasingly applied for, and relied on, the protection of patents. To date,
we have filed one patent application. This application may not result in an issued patent and, even if
issued there is no assurance that the patent will provide us with any competitive advantage.

We do not believe our software products, third-party software products we offer under sublicense
agreements, our trademarks or other Lawson proprietary rights infringe the property rights of third
parties. However, we cannot guarantee that third parties will not assert infringement claims against us
with respect to current or future software products or that any such assertion may not require us to
enter into royalty arrangements or result in costly litigation.

Our license agreements with our customers contain provisions designed to limit the exposure to
potential product liability claims. It is possible, however, that the limitation of liability provisions
contained in these license agreements may not be valid as a result of future federal, state or local laws
or ordinances or unfavorable judicial decisions. The license and support of our software for use in
mission critical applications creates the risk of a claim being successfully pursued against us. Damages
or injunctive relief resulting under such a successful claim could seriously harm our business.

Employees

As of June 30, 2002, we had 1,944 employees, including 478 in sales and marketing, 434 in
research and development, 805 in professional services and customer support and 227 in administration.
Our performance depends in significant part on our ability to attract, train and retain highly qualified
personnel. None of our employees are represented by a labor union, and we believe our relations with
our employees are good.
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Our executive officers are:

Name ‘E Position

H. Richard Lawson . ........ 58 Chairman

John J. Coughlan .......... 43  President, Chief Executive Officer, Director

Robert G. Barbieri ......... 47 Executive Vice President, Chief Financial Officer

James F. DeSocio . ......... 47  Executive Vice President

Dean J. Hager ............ 35 Executive Vice President

EricC.Morgan............ 42  Executive Vice President

Bruce B. McPheeters. ... .... 47  General Counsel, Secretary and Senior-Vice President of
' Administration

H. Richard Lawson is one of our founders and has been one of our directors and an executive
officer since our inception in 1975. Mr. Lawson has served as the chairman of our board of directors
since February 2001. From March 2000 until February 2001, Mr. Lawson was our chief executive
officer. Prior to that time, Mr. Lawson served as our president and chief operating officer from
October 1998 until March 2000 and our chairman from June 1996 until October 1998,

John J. Coughlan has served as our chief executive officer since February 2001, our president since
March 2000, and one of our directors since April 2000. From March 2000 until February 2001, v
Mr. Coughlan also served as our chief operating officer. From 1987 until March 2000, Mr. Coughlan
worked for us in various capacities, including as executive vice president of the healthcare business unit
and most recently as executive vice president of field operations and marketing. In 1998, Mr. Coughlan
was convicted of criminal vehicular homicide in connection with a one-car traffic accident that resulted
in the death of his father. Mr. Coughlan’s conviction was reduced to a misdemeanor after the court
received testimony from his probation officer, community members and family members regarding his
personal character and community service, including his activities on behalf of Mothers Against Drunk
Driving. Our board of directors is fully informed of the facts and circumstances surrounding this event
and has expressed its full confidence in Mr. Coughlan’s integrity and ability as an officer and director
of our company.

Robert G. Barbieri has served as our executive vice president and chief financial officer since
August 2000. From January 1997 until August 2000, Mr. Barbieri was employed by Apogee
Enterprises, Inc., a publicly traded glass, coatings and service technologies company, serving most
recently as vice president and chief financial officer. From 1984 until joining Apogee, Mr. Barbieri was
employed by Air Products and Chemicals, Inc., a global gases and chemicals company, where he held
several senior financial management positions, serving most recently as controller for the general
industries division of the gases group. Mr. Barbieri is a certified management accountant.

James E. DeSocio has served as an executive vice president since March 2000, and since June 2002
has been responsible for the retail industry market. Mr. DeSocio has worked in various capacities since
joining us in September 1991 as an account executive. Mr. DeSocio served as our executive vice
president, worldwide field operations from February 2001 until May 2002, our executive vice president,
field operations from March 2000 until February 2001, our vice president/ general manager,
professional services from June 1999 until March 2000, our vice president of eastern area field
operations from June 1996 until May 1999, and our New York regional sales manager from March 1993

until May 1996. From October 1986 until September 1991, Mr. DeSocio was employed by Software
~ Plus, Inc. a developer of human resources information systems, serving most recently as senior
marketing representative for HRIS software and services. From 1982 until 1986, Mr. DeSocio was
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employed by Automatic Business Centers, an application service provider of financial, payroll and tax
services, serving most recently as New York/ New Jersey sales manager.

Dean J. Hager has served as an executive vice president since June 2000, and since June 2002 has
been responsible for the professional services industry market. Mr. Hager has worked in various
capacities since joining us in May 1998. Mr. Hager served as our executive vice president, global
products division From February 2001 until May 2002, our executive vice president, worldwide
marketing from June 2000 to February 2001, our vice president, e-business marketing from June 1999
until June 2000, and our director of marketing for our former AS/400 business unit from May 1998
until June 1999. From March 1989 to May 1998, Mr. Hager was employed by IBM, where he held
several senior management positions, serving most recently as senior program manager with its server
products division.

Eric C. Morgan has served as an executive vice president since February 2001, and since June 2002
has been responsible for the healthcare services industry market. Mr. Morgan has worked in various
capacities since joining us in 1991 as an account executive. Mr. Morgan served as our executive vice
president, strategic market development from February 2001 until May 2002, vice president and general
manager, healthcare, from September 1999 until February 2001, and our vice president of sales,
healthcare, from March 1999 until September 1999. From 1988 to 1991, Mr. Morgan was employed by
Global Turnkey Systems, an enterprise resource planning vendor for small- to medium-sized companies,
serving in a variety of sales positions. From 1983 to 1988, Mr. Morgan was an account executive for
NCR, a diversified hardware and software provider.

Bruce B. McPheeters has served as our senior vice president of administration since June 2002, our
general counsel since April 2000, our corporate secretary since October 1999, and our vice president of
administration from April 2000 until May 2002. Mr. McPheeters joined us as corporate counsel in
September 1999. From 1981 until September 1999, Mr. McPheeters was a business lawyer in private
practice, focusing primarily in the areas of intellectual property, securities, and mergers and acquisitions
of privately and publicly held companies. From December 1995 until September 1999, he was employed
by the law firm of Gray, Plant, Mooty, Mooty & Bennett, PA.

Item 2. Properties

Our corporate headquarters and executive offices are in St. Paul, Minnesota, where we lease
approximately 300,000 square feet of space. The lease on this facility expires July 31, 2015. We also
lease approximately 250,000 square feet of space, primarily for regional sales and support offices,
elsewhere in the United States. Additionally, we lease approximately 46,000 square feet of office space
in countries outside the United States, used primarily as sales and services offices. Expiration dates of
leases on these offices range from 2002 to October 2011. We believe that our current domestic and
international facilities will be sufficient to meet our needs for at least the next 12 months and that, if
required, suitable additional or alternative space will be available on commercially reasonable terms to
accommodate expansion of our operations.

Item 3. Legal Proceedings

Pending Employment Litigation

We are a defendant in a lawsuit, Felice Cambridge v. Lawson Software, Inc. et. al, filed on
December 26, 2001, in the United States District Court for the Northern District of Texas. The lawsuit
primarily alleges violations of the Americans with Disabilities Act of 1990 and related claims with
respect to one former employee. We believe these claims are without merit and we will vigorously
defend against these claims.
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Other Matters

From time to time, we become involved in litigation arising out of operations in the normal course
of business. While the outcome of these claims cannot be predicted with certainty, we do not believe
that the outcome of any of these or the above mentioned legal matter will have a material adverse
effect on our consolidated financial position, results of operations or cash flows. However, depending
on the amount and the timing, an unfavorable resolution of some or all of these matters could
materially affect our future results of operations or cash flows in a particular period.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of the year
ended May 31, 2002.
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Part II
Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters

Our common stock is traded in the Nasdaq National Market (Nasdaq) under the symbol LWSN.
The following table lists the high and low closing prices by quarter as reported by Nasdaq since our
initial public offering in December 2001.

Fiscal 2002: High Low
Third QUarter . . ..ottt e e e $17.80 $9.74
Fourth QUATLEr . . . . oo e e e e e e e e $13.00 $4.06

We have never declared or paid any cash dividends on our common stock and do not anticipate
paying cash dividends in the foreseeable future. We intend to retain future earnings to fund the
development and growth of our business. Our credit agreement with US Bank prohibits cash dividends
without the bank’s consent.

As of August 21, 2002, the approximate number of stockholders of record was 124.

Between March 1, 2002 and May 31, 2002, we sold 2,521,860 shares of common stock to various
employees pursuant to the exercise of outstanding stock options for an aggregate consideration of
$2,876,751 in reliance upon Rule 701 of the Securities Act of 1933, as amended (“Securities Act”).
Between March 1, 2002 and May 31, 2002 we granted options to purchase an aggregate of 15,000
shares of common stock to one person in an exempt transaction under Section 4(2) under the
Securities Act.
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Item 6. Selected Consolidated Financial Data

Consolidated Statement of Operations Data:

Revenues:

Licensefees. . ...... .. ...
Services(1) .. ..o

Total Revenues(1) . ...................

Cost of revenues:

Costof licensefees .. ..................
Cost of services(1}2) . ... oo vvvii it

Total cost of revenues(1)(2) . ............
Grossprofit . ......... ... ... ... . ..
Operating expenses:

Research and development(3) .............
Sales and marketing(4) . . ......... ... ...
General and administrative(S) . ... .........
Other general expenses(6). . . .............
Restructuring charge(7) .................
Amortization of acquired intangibles . ... ... .

Total operating expenses(8) . ............

Operating income (loss) . ......... e
Other income, Net . . .ottt ittt ee s enen

Income (loss) before income taxes and

extraordinary item . ...................
Provision (benefit) for income taxes ..........

Income (loss) before extraordinary item .......
Extraordinary item, net(9) .................

Netincome {(loss) ....... ... ... ... . ...

Accretion on and conversion of preferred

stock(10) ... ..o

Net income (loss) applicable to common

stockholders. . ... ... .

Net income (loss) per share:
Net income (loss) applicable to common

stockholders before extraordinary item.......
Extraordinary item (basic and diluted). ... ... ..

Shares used in computing net (loss) income per
share:

Year Ended May 31,

2002 2001 2000 1999 1998
(in thousands, except per share data)

$150,243  $152,2901 $121,421 § 98,141 § 93935
278,093 242,033 198,709 172,716 107,052
428,336 394,324 320,130 270,857 201,007
30,864 23,580 16,228 11,941 11,574
153,790 130,894 109,098 85,949 53,430
184,654 154,474 125,326 97,890 65,004
243,682 239,850 194,804 172,967 136,003
66,897 52,600 44,780 37,819 28,849
124,630 116,667 119,203 88,986 76,555
32,083 39,105 31,215 32,425 19,386
655 7,308 4,500 — —
3,258 — — — —
622 — — — —
228,145 215,680 199,698 159,230 124,790
15,537 24,170 (4,894) 13,737 11,213
748 949 892 1,332 132
16,285 25,119 (4,002) 15,069 11,345
6,514 10,550 (653) 6,333 5,105
9,771 14,569 (3,349) 8,736 6,240
(1,393) — — — —
8,378 14,569 (3,349) 8,736 6,240
(30,098) (52) — — —
$(21,720) $ 14,517 $ (3,349) $ 8736 $ 6,240
$ (025 $ 021 $ (005 $ 012 $ 009
(0.02) — — — —
$ (027) $ 021 $ (005) $ 012 $ 0.9
$ (027) $ 017 $ (005 $ 011 $ 008
79,630 69,907 70,689 70,361 69,327
79,630 84,367 70,689 80,920 78,508
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(1) We adopted the Emerging Issues Task Force “Income Statement Characterization of Reimbursement
Received for ‘Out-of-Pocket’ Expenses Incurred” (EITF 01-14) in the fourth quarter of fiscal 2002.
Adoption of the EITF resulted in an increase in both revenues and cost of revenues in the amount
of $13,379, $10,392, $7,223, $6,395, and $4,468 for the years ended May 31, 2002, 2001, 2000, 1999
and 1998, respectively. All periods presented have been reclassified to reflect this on a consistent
basis.

(2) Includes non-cash stock-based compensation of $428 and $114 in the years ended May 31, 2002 and
2001, respectively.

(3) Includes non-cash stock-based compensation of $1,623 and $510 in the years ended May 31, 2002
and 2001, respectively.

(4) Includes non-cash stock-based compensation of $2,335 and $911 in the years ended May 31, 2002
and 2001, respectively.

(5) Includes non-cash stock-based compensation of $4,168, $2,061 and $72 in the years ended May 31,
2002, 2001 and 2000, respectively; lease abandonment expense (benefit) of $215, $1,765, $(516) and
$4,350, in the years ended May 31, 2002, 2001, 2000 and 1999, respectively; and compensation
associated with a repurchase of stock options from current employees of $5,130 in the year ended
May 31, 2001.

(6) Includes business process improvement initiatives of $655 and $4,929 in the years ended May 31,
2002 and 2001, respectively; expense associated with a warrant issued to a strategic partner of $1,800
in the year ended May 31, 2000; and expense associated with the repurchase of stock options held by
former employees of $2,379 and $2,700 for the years ended May 31, 2001 and 2000, respectively.

(7) Includes a restructuring charge of $3,258 for severance and related benefits and lease termination
costs.

(8) Includes restructuring charge, non-cash stock-based compensation, lease abandonment expense,
business process improvement initiative expenses, warrant issued to a strategic partner and expenses
associated with repurchases of options in the aggregate of $12,682, $17,799, $4,056 and $4,350, in the
years ended May 31, 2002, 2001, 2000 and 1999, respectively.

(9) We used $10,240 of proceeds from our initial public offering to repay senior subordinated convertible
notes. Due to the repayment of the notes prior to the scheduled maturity date, we recorded an
extraordinary charge in the third quarter of fiscal 2002 for the total amount of the unamortized debt
issuance costs and the discount on the notes of $1,393, net of income tax benefit of $928.

(10) As a result of the conversion of the Series A Preferred Stock to common stock, which accelerated
the amortization of the beneficial conversion feature, we recognized a $29,998 non-cash charge to
net income available to common stockholders for the unamortized value of the beneficial conversion
feature of our preferred stock in the third quarter of fiscal 2002. We also recognized accretion on
the preferred stock of $100 and $52 in the years ended May 31, 2002 and 2001, respectively.

May 31,
2002 2001 2000 1999 1998
(in thousands)

Consolidated Balance Sheet Data:
Cash, cash equivalents and marketable

SECUTItIES. . o o v v ot e e e $229.867 $ 77,608 $ 45862 $ 41,398 $ 29,713
Working capital ..................... 204,100 39,422 6,048 9,233 5,411
Totalassets. . ...... . 436,468 236,103 179,630 145,560 104,276
Mandatorily redeemable common stock

WATTANES . . .t o et e e e e — 2,560 — — —_
Senior subordinated convertible notes .. ... — 8,031 — — —
Other long-term debt, net of current portion 904 1,010 15,573 1,819 1,021
Series A convertible preferred stock....... — 29,750 — — —
Mandatorily redeemable common stock . . .. 374 56,145 164,213 158,850 130,714
Stockholders’ equity (deficit) . ........... 285,484  (24,869) (138,875) (131,682) (113,436)
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following should be read with our consolidated financial statements and the notes to those
statements and other financial information appearing elsewhere in this statement.

Forward-Looking Statements

In addition to historical information, this Form 10-K contains forward-looking statements. The
forward-looking statements are made in reliance upon safe harbor provisions of the Private Securities
Litigation Reform Act of 1995. The forward-looking statements are subject to certain risks and
uncertainties that could cause actual results to differ materially from those reflected in the forward-
looking statements. Factors that might cause such a difference include, but are not limited to, those
discussed in the section entitled “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—*“Factors That May Affect Our Future Results or the Market Price of Our
Stock”. Readers are cautioned not to place undue reliance on these forward-looking statements, which
reflect management’s opinions only as of the date hereof. We undertake no obligation to revise or
publicly release the results of any revision to these forward-looking statements. Readers should
carefully review the risk factors described in this report on Form 10-K and in other documents we file
from time to time with the Securities and Exchange Commission.

Overview

We are a provider of enterprise software solutions for specific services industries. We derive
revenues from licensing software solutions and providing comprehensive professional services, including
consulting, training and implementation services, as well as ongoing customer support and maintenance.
Consulting, training and implementation services are separately priced and generally are available from
a number of suppliers and are not essential to the functionality of our software products. Accordingly,
revenues from these services are generally recorded separately from the license fee. Additionally, we
generate a portion of our revenues from reselling our software solutions through third-party vendors.

Critical Accounting Policies And Estimates

Our discussion and analysis of financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities
at the date of the financial statements, the reported amounts of revenues and expenses during the
reporting period, and related disclosures of contingent assets and liabilities. The Notes to Consolidated
Financial Statements contained herein describes our significant accounting polices used in the
preparation of the consolidated financial statements. On an on-going basis, we evaluate our estimates,
including, but not limited to, those related to bad debts, intangible assets and contingencies. We base
our estimates on historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results could differ from these estimates under different assumptions or conditions.

We believe the critical accounting polices listed below affect significant judgments and estimates
used in the preparation of our consolidated financial statements.

Revenue Recognition. We recognize revenues in accordance with the provisions of the American
Institute of Certified Public Accountants Statement of Position {(SOP) 97-2, “Software Revenue
Recognition,” as amended by SOP 98-4 and SOP 98-9, as well as Technical Practice Aids issued from
time to time by the American Institute of Certified Public Accountants, and in accordance with the
Securities and Exchange Commission Staff Accounting Bulletin No. 101, “Revenue Recognition in
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Financial Statements.” We license software under non-cancelable license agreements and provide
related professional services, including consulting, training, and implementation services, as well as
ongoing customer support and maintenance. Consulting, training and implementation services are not
essential to the functionality of our software products, are sold separately and also are available from a
number of third-party service providers. Accordingly, revenues from these services are generally
recorded separately from the license fee. Software arrangements which include fixed-fee service
components are recognized using contract accounting. Our specific revenue recognition policies are as
follows:

* Software License Fees—License fee revenues from end-users and resellers are generally
recognized using the residual method when the software product has been shipped, provided a
non-cancelable license agreement has been signed, there are no uncertainties surrounding
product acceptance, the fees are fixed or determinable and collection of the related receivable is
considered probable. We do not generally offer rights of return, acceptance clauses or price
protection to our customers. Typically, our software license fees are due within a twelve-month
period from the date of shipment. If the fee due from the customer is not fixed or determinable,
including payment terms greater than twelve months from shipment, revenue is recognized as
payments become due and all other conditions for revenue recognition have been satisfied. In
software arrangements that include rights to multiple software products, specified upgrades,
maintenance or services, we allocate the total arrangement fee among each deliverable using the
fair value of each of the deliverables determined using vendor-specific objective evidence.
Vendor-specific objective evidence of fair value is determined using the price charged when that
element is sold separately. In software arrangements in which we do not have vendor-specific
objective evidence of fair value of undelivered elements, revenue is deferred until fair value is
determined or all elements have been delivered.

* Services—Revenues from training and consulting services are recognized as services are provided
to customers. Revenues from maintenance contracts are deferred and recognized ratably over
the term of the maintenance agreements. Revenues for customer support and maintenance that
are bundled with the initial license fee are deferred based on the fair value of the bundled
support services and recognized ratably over the term of the agreement; fair value is based on
the renewal rate for continued support arrangements.

Allowance for Doubtful Accounts. We maintain allowances for doubtful accounts for estimated
losses resulting from the inability of our customers to make required payments. If the financial
condition of our customers were to deteriorate, resulting in an impairment of their ability to make
payments, additional allowances may be required or revenue could be deferred until collectibility
becomes probable.

Valuation of Long-Lived and Intangible Assets and Goodwill. We review identifiable intangibles and
other long-lived assets for impairment annually or sooner if events or changes in circumstances indicate
that the carrying amount may not be recoverable. Events or changes in circumstances that indicate the
carrying amount may not be recoverable include, but are not limited to, a significant decrease in the
market value of the business or asset acquired, a significant adverse change in the extent or manner in
which the business or asset acquired is used or a significant adverse change in the business climate. If
such events or changes in circumstances are present, the undiscounted cash flow method is used to
determine whether the asset is impaired. Cash flows would include the estimated terminal value of the
asset and exclude any interest charges. To the extent that the carrying value of the asset exceeds the
undiscounted cash flows over the estimated remaining life of the asset, the impairment is measured
using the discounted cash flows. The discount rate utilized would be based on our best estimate of the
related risks and return at the time the impairment assessment is made. In accordance with the new
accounting standard SFAS 142, “Goodwill and Other Intangible Assets”, we will test goodwill and other
indefinite lived intangible assets for impairment annually, or more frequently if events or changes in
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circumstances indicate that the asset might be impaired. The impairment test shall consist of a
comparison of the fair value of the asset with its carrying amount. If the carrying amount of an
intangible asset exceeds its fair value, an impairment loss shall be recognized in an amount equal to
that excess. All of our goodwill was assigned to a single reporting unit, which is our sole operating
segment.

Contingencies. We are subject to the possibility of various loss contingencies in the normal course
of business. We accrue for loss contingencies when a loss is estimable and probable.

Classification of expenses

Cost of license fees includes royalties to third parties and software delivery expenses. Qur software
solutions may include embedded components of third-party vendors, for which a fee is paid to the
vendor upon sale of our products. In addition, we resell third-party products in conjunction with the
license of our software solutions. The cost of license fees is higher when we resell products of third-
party vendors. As a result, gross margins vary depending on the proportion of sales of third-party
products in our revenue mix.

Cost of services includes the personnel and related overhead costs for providing consulting,
training, implementation and support services to customers, as well as fees and royalties paid to third
parties for subcontracted professional services and support. The cost of services is higher when such
services are provided by third-party vendors. As a result, gross margins vary depending on the
proportion of services provided by third parties in our revenue mix.

Our operating expenses include research and development, sales and marketing and general and
administrative expenses. Research and development expenses consist primarily of salaries, employee
benefits, related overhead costs and consulting fees relating to product development, enhancements,
upgrades, testing, quality assurance and documentation. Sales and marketing expenses consist primarily
of salaries and incentive compensation, employee benefits and related overhead costs, as well as travel,
trade show activities and advertising costs. General and administrative expenses consist primarily of
salaries, employee benefits and related overhead costs for administrative employees, as well as legal and
accounting fees, consulting fees and bad debt expense.

In anticipation of our initial public offering, we incurred certain one-time expenses. These expenses
include fees paid to an independent consulting firm to assist our organization in improving business
processes and corporate infrastructure. We incurred expenses related to this initiative of $0.7 million
during fiscal 2002 and $4.9 million during fiscal 2001.

We also have recorded deferred compensation for the difference between the exercise price and
the deemed fair value of our common stock for certain employee stock option grants that were granted
below the estimated fair value of our common stock. We have recorded total deferred compensation of
$20.3 million related to such option grants for fiscal 2002, 2001, and 2000 which is amortized over the
period of service. Compensation expense of $8.3 million, $3.6 million, and $0.1 million was recorded in
the years ended May 31, 2002, 2001 and 2000, respectively, related to grants below the estimated fair
value of our common stock.

Other income, net includes interest and dividend income earned on cash, cash equivalents and
investments, net of interest expense.
Initial Public Offering and Other Equity Transactions

We closed our initial public offering on December 12, 2001, at which time we issued 13,675,000
shares of common stock from the primary offering, 10,316,319 shares of common stock upon
conversion of all of the outstanding shares of Series A Preferred Stock, 1,661,153 shares of common
stock as part of the over-allotment option exercise and 438,847 shares of common stock issued upon
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the exercise of warrants and sold as part of the over-allotment option exercise. After giving effect to
the issuance of these shares on December 12, 2001, we had 93,316,268 outstanding shares of common
stock and 106,825,000 shares on a fully diluted basis using the treasury method. We received proceeds,
net of commissions and expenses, of $197.3 million in the initial public offering including exercise of
the over-allotment option in full. Proceeds from the initial public offering are invested in interest-
bearing, investment grade securities. We used $10.2 million of the proceeds from the offering to repay
senior subordinated convertible notes. Due to the repayment of the notes prior to the scheduled
maturity date, we recorded an extraordinary charge in the third quarter for the total amount of the
unamortized debt issuance costs and the discount on the notes of $1.4 million, net of income tax
benefit of $0.9 million. Additionally, as a result of the conversion of the Series A Preferred Stock to
common stock, which accelerated the amortization of the beneficial conversion feature, we recognized a
$30.0 million non-cash charge to net income available to common stockholders for the unamortized
value of the beneficial conversion feature of our preferred stock in the third quarter of fiscal 2002. We
also recognized accretion on the preferred stock of $0.1 million for the year ended May 31, 2002.
These charges adversely impacted basic and diluted earnings per share by $0.38. However, these
charges had no impact on net income.

Acquisitions

The following acquisitions were accounted for by the purchase method of accounting, and,
accordingly, the results of operations have been included in the Consolidated Statements of Operations
since the acquisition dates. All of the acquisitions were cash transactions. The assets and liabilities
acquired were recorded at their estimated fair values at the effective date<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>